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SUBJECT: Assessment of agricultural property.

FISCAL ANALYST: Bob Sigalow
PHONE NUMBER: 232-9859

FUNDS AFFECTED: GENERAL IMPACT: State & Local
X DEDICATED
FEDERAL

Summary of L egislation: Thisbill allows aparcel of land to be: (1) classified asafarmland preservation
parcel upon application to the township assessor; and (2) assessed thereafter at $1 per acre if the parcel
contains at least ten acres, does not contain a dwelling or another usable building, and is assessed as
agricultural land. It requires payment to the county of the property tax benefit received over a period of up
to ten yearsif the land is withdrawn from the farmland preservation parcel classification.

Effective Date: Upon passage; January 1, 2001 (retroactive).

Explanation of State Revenues: The State leviesaone cent tax rate for State Fair and State Forestry. Any
reduction in the assessed value base will reduce the property tax revenue for these two funds. If this bill
results in the maximum reduction of AV ($3.6 B) as explained below, the loss to the State Fair and State
Forestry funds would total about $360,000 per year. The actual fiscal impact depends on the amount of
land that farmersrequest to bereclassified.

Explanation of L ocal Expenditures:

Explanation of L ocal Revenues. Under current law, agricultural land is assessed at abase rate of $495 per
acre. Under thisbill, classification as afarmland preservation parcel meansthat the land would be assessed
at $1 per acre. The 1998 payable 1999 net assessed value (AV) of agricultural real property was $4.8 B and
the net property tax was $302.9 M. Data from the Census of Farming, including the number of farmsby size
of farm, was used to estimate the amount of property tax due by sizeof farm. It isestimated that thereduction
inAV if all eligible taxpayers apply for the classification could be as much as $3.6 B.

Reductions of the AV tax base cause a shift of the property tax burden from the taxpayers receiving the
reductionsto all taxpayersin the form of an increased tax rate. A $3.6B reduction in agricultural land AV
would cause a statewide tax shift of about $227 M. The actual fiscal impact depends on the amount of
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land that farmersrequest to bereclassified. The reclassification would first be available for taxes paid
in 2002.

Total local revenues, except for cumulative funds, would remain unchanged. The revenue for cumulative
funds would be reduced by the product of the fund rate multiplied by the AV reduction amount applicable
to that fund.

If land that is classified as farmland preservation is withdrawn from the program, the bill requires the
taxpayer to pay the taxes that would have been due on the property during the past ten years plusinterest at
arateof 10% per year. These paymentswould be paid into the county General Fund. County revenueswould
increase due to these payments.

State Agencies Affected: State Board of Tax Commissioners.

L ocal Agencies Affected: County Assessors, County Auditors

Information Sources: 1998 PAY 1999 Property Tax Anaysis, State Board of Tax Commissioners; 1997
Census of Agriculture, U.S. Dept. of Agriculture.
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